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Abstract 
Borderless global trading activities provide opportunities for multinational companies (MNCs) to practice tax avoidance and tax 
evasion. MNCs with tax haven subsidiaries have higher tendency to shift profits to their subsidiaries. Therefore, this study 
observes the MNCs and their tax characteristics. Out of 60 MNCs, 56 companies have subsidiaries in tax haven. Analysis shows 
that MNCs with subsidiaries in tax haven territories, reported lesser profits and paid lesser taxes. The findings confirm that 
MNCs with tax haven advantage, engage in profit shifting more extensively than MNCs without tax haven links. Therefore, this 
study highlights on the need to further investigate on this issue to mitigate profit shifting. 
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1. Introduction 
Money laundering and terrorism financing has negative effect on the economy and financial market. Borderless 
trading activities attract money launderers because of loose regulations on anti-money laundering and its low risk of 
detection (FATF, 2006). This issue has been a hot issue discussed among academics, policy-makers and 
enforcement agencies, especially on international taxation. The Financial Action Task Force (FATF) has recognised 
misuse of the trade system as one of the main methods by which criminal organisations and terrorist financiers move 
money for the purpose of disguising its origins and integrating it into the formal economy (FATF, 2006). OECD 
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(2013) also showed concern on the problem of tax evasion and profit shifting by multinational corporations 
(MNCs), as it results to large sum of illicit financial flows. 
Malaysia has been in the top five list of developing countries with highest amount of illicit financial flows for 
three consecutive years (GFI, 2012, 2013, 2014). The amount of illicit financial flows has increased from US$ 
285.24 billion (period 2001 to 2010) to US$ 370.38 billion (period of 2002 to 2011) and US$ 394.87 billion (period 
2003 to 2012). In deriving to the amount of total illicit financial flows, GFI’s adopted the aggregate of two methods; 
1) trade mispricing and 2) hot money narrow through informal channels.  
As of 2013, 362 of 500 Fortune companies are found to stash their cash in the tax haven countries through profit 
shifting in their subsidiaries located in the tax haven countries, resulting to owing huge number of taxes to the 
United States federal taxes (Phillips, Wamhoff, & Smith, 2014). Tax avoidance done by 30 companies with the most 
money offshore collectively around US$ 1.2 trillion and this tax loses is required to be balanced by higher individual 
taxes or cuts to public investments and public services. Hence, this leads to a burden to the whole nation. Profit-
shifting strategies by multinational companies raise serious issues of fairness and compliance as current international 
tax system provide opportunities to exploit legal loopholes and enjoy tax-free earnings (Janský & Prats, 2013). 
Taxes being paid do not reflect the income that they have earned. Furthermore, having subsidiaries located in the tax 
haven countries is found to be one of the red flags of trade based money laundering (Henn, 2013; Henry, 2012). 
Therefore, this study look into multinational companies listed in Bursa Malaysia, their tax haven subsidiaries and 
companies’ tax characteristics. The findings will determine the tax characteristics of MNCs with tax haven 
subsidiaries to identify their profit-shifting strategies to evade and avoid taxes. This study provides insights into the 
profit-shifting strategies by MNCs operating in Malaysia, which eventually becomes eye-opener to the regulators to 
address this matter in minimizing the amount illicit financial flows. The following section discusses on previous 
literature related to this topic. Section 3 explains on research methodology adopted in this study. The findings and 
discussion are presented in section 4 and the final section concludes the study.  
 
2. Literature Review 
 
Trade based money laundering and terrorist financing (TBML) refers to the process of disguising the proceeds of 
crime and moving value through the use of trade transactions in an attempt to legitimise their illegal origins or 
finance their activities (FATF, 2006). Examples of how TBML may be carried out includes: misrepresentation of the 
price, quantity or quality of imports or exports; and money laundering through fictitious trade activities and/or 
through front companies (FATF, 2008). The techniques of trade based money laundering includes; 1) over and under 
invoicing of goods (trade mispricing), 2) multiple invoicing of goods, 3) over and under shipment of goods, 4) 
falsely described goods, and 5) complex trade approaches (Thanasegaran & Shanmugam, 2007).  
Over and under invoicing of goods and services or trade mispricing is a major conduit through which profits of 
companies are shifted from developing countries to developed country banks and tax havens (Henn, 2013).  Indeed, 
more than half of Malaysian illicit financial flows are attributed to this conduit (GFI, 2012, 2013, 2014). Trade 
mispricing it is done by misrepresenting the price of goods or services in order to transfer money between colluding 
importers and exporters (FATF, 2006; Mevel, Ofa, & Karingi, 2013). It occurs when the underlying trade involves 
transactions between related parties, such as trade transactions between international subsidiaries of a large parent 
company. It involves transactions between both related and unrelated parties; for example, a local company trading 
with an independent foreign supplier. As such, trade mispricing presents a channel through which legitimate profits 
are transferred abroad illegally (Hollingshead, 2010). The implication is of concern to many countries since it has 
negative impact on their national’s economic growth.  
According to the Organisation for Economic Co-operation and Development (OECD) transfer pricing best 
practice guidelines for MNCs and tax administrators, transshipment transactions should be based on an arm’s length 
principle and it is known as transfer pricing. Transfer prices refer to prices at which an enterprise transfers physical 
and intangible goods or provides services to associated companies. It is significant because they determine the 
amount of taxable profits for associated companies operating in different tax jurisdictions. Hence, the 
implementation of transfer pricing guidelines on MNCs is an important mechanism that can facilitate and minimise 
conflicts between tax administrations and MNCs. However, there are companies which ignore the arm’s length 
principle resulted to trade mispricing. Abnormal price involve during the transaction is highlighted as a red flag of 
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trade mispricing since MNCs mostly uses this mechanism to shift taxable income from high tax rates jurisdiction to 
low tax rate jurisdiction in order to minimize company’s taxable income (APG Report, 2012). This results to 
underpayment of custom duties to the custom and taxed to the IRB among the MNCs. 
As TBML activities are more likely to be engaged by MNCs, tax authorities have high interest in detecting 
abnormal transfer prices in international business transaction among MNCs. This is important as it can increase 
countries’ revenue and mitigate tax or profit shifting. Companies are seen to have high possibility to involve in trade 
mispricing activities if they have relationship with other companies in tax havens countries (APG, 2012; Janský & 
Prats, 2013; Liao & Acharya, 2011; Sullivan & Smith, 2011) There has been a debate over corporate tax revenue and 
the fact that MNCs pay less tax in high-tax countries. Policymakers and international organizations such as OECD 
have voiced concern that tax planning and tax evasion by multinationals through profit shifting lead to the distortion 
of investment decisions as well as posing issues of fairness (Schindler & Schjelderup, 2013). 
Tax planning practices of the MNCs lead to huge amount of revenue losses to the nation. This activity is 
happening due to loopholes identified in the international tax regulation. Furthermore, the line between illegal tax 
evasion and legal tax avoidance is yet to be drawn since the authorities are still discussing on the issue. Hence, 
MNCs are taking the opportunity to reduce their tax expenses by shifting profits to their subsidiaries in tax haven or 
low-tax rate countries (Abdallah, 2013; APG, 2012; Janský & Prats, 2013; Liao & Acharya, 2011; Sullivan & Smith, 
2011).This enables them to avoid paying high tax expenses.  
Tax evasion and tax avoidance by companies is one of the reasons for low level of tax revenues raised in 
developing countries (Janský & Prats, 2013). The amount of losses increases with involvement of tax haven as a 
medium for profit shifting (OECD, 2013). MNCs prefer subsidiaries in tax haven countries because it allows them to 
have minimum tax liability with highest degree of secrecy and anonymity (Henn, 2013; Jalan & Vaidyanathan, 
2014). A study done by Janský & Prats (2013) investigated on profit shifting activities among MNCs in India. The 
findings showed that MNCs with tax haven reported less profits and tax paid per 100 units of profit in year 2010 as 
compared to companies without tax haven linkage. Therefore, companies with tax haven linkage engage in profit 
shifting more intensively because of the opportunities to shift their income (Janský & Prats, 2013). Similar findings 
are expected from this study. This study expecting that MNCs with tax haven subsidiaries disclose lower profit and 
lower tax paid per 100 units of profits compared to MNCs without tax haven subsidiaries.  
3. Methodology 
The study includes top 100 companies listed under Bursa Malaysia as at 1st January, 2015. Looking into the top 
100 companies, only 60 MNCs are covered in this study. Financial sector is excluded from the data analysis since 
they are following different disclosure requirement and act. Out of the 60 companies, 56 companies have 
subsidiaries in tax haven countries. In this study, MNCs is defined as company with subsidiaries in at least two 
different countries (Janský & Prats, 2013). This study derives information on MNCs’ subsidiaries, corporate tax 
payment, and profits presented in the annual reports to test on the profit shifting strategy. A simple descriptive 
statistics is conducted to compare the results of these two groups (MNCs with tax haven subsidiaries and MNCs 
without tax haven subsidiaries). 
4. Findings and Discussion 
By employing content analysis, this study identifies public listed companies which have subsidiaries in tax haven 
countries from among the top 100 companies listed in Bursa Malaysia (excluding the financial institutions). The list 
of companies is outlined Table 1. 
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Table 1. List of Companies with Subsidiaries in Tax Haven Countries 
N. Name of Companies S’pore  Hong 
Kong 
China British Virgin 
Island 
Other Tax 
Haven 
None 
1 Aeon Co M Berhad       √  
2 AirAsia Berhad √       
3 Axiata Group Berhad √       
4 Batu Kawan Berhad  √   √   
5 Berjaya Corporation Berhad       √   
6 Bintulu Port Holdings Berhad     √  
7 Boustead Holdings Berhad        √ 
8 British American Tobacco (Malaysia) Berhad  √ √ √     
9 Cahya Mata Sarawak Berhad    √ √   
10 Carlsberg Brewery Malaysia Berhad √       
11 Dialog Group Berhad   √ √ √     
12 DiGi.Com Berhad √       
13 DRB-Hicom Berhad      √ √   
14 Dutch Lady Milk Industries Berhad  √       
15 Eastern & Oriental Berhad √ √      
16 Felda Global Ventures Holding Berhad     √  
17 Fraser & Neave Holdings Berhad √       
18 Gamuda Berhad      √   
19 Genting Berhad √ √ √ √   
20 Guinness Anchor Berhad √       
21 Hap Seng Consolidated Berhad √ √      
22 Hartalega Holdings Berhad     √     
23 IGB Corporation Berhad √ √  √   
24 IJM Corporation Berhad  √ √ √ √   
25 IOI Corporation Berhad  √ √ √     
26 Kossan Rubber Industries Berhad    √ √     
27 KPJ Healthcare Berhad  √       
28 Kuala Lumpur Kepong Berhad  √ √ √ √   
29 Kulim (Malaysia) Berhad  √       
30 Lafarge Malaysia Berhad √       
31 Magnum Berhad   √      
32 Mah Sing Group Berhad √ √  √   
33 Malaysia Airports Holdings Berhad     √  
34 Maxis Berhad √      
35 MISC Berhad √      
36 MMC Corporation Berhad √   √   
37 Nestle (Malaysia) Berhad     √  
38 Oriental Holdings Berhad √ √      
39 Parkson Holdings Berhad    √ √ √   
40 Petronas Chemicals Group Berhad         √ 
41 Petronas Dagangan Berhad        √ 
42 Pos Malaysia Berhad      √   
43 PPB Group Berhad  √ √ √ √   
44 Press Metal Berhad √ √      
45 QL Resources Berhad  √       
46 Sarawak Oil Palms Berhad  √       
47 Shangri-La Hotels (Malaysia) Berhad     √   
48 Sime Darby Berhad  √ √ √ √   
49 S P Setia Berhad  √ √  √   
50 Sunway Berhad   √ √     
51 Telekom Malaysia Berhad √ √     
52 Tenaga Nasional Berhad     √  
53 TIME dotCom Berhad √ √      
54 Top Glove Corporation Berhad √  √ √   
55 TSH Resources Berhad √       
56 UEM Sunrise Berhad √   √   
57 UMW Holdings Berhad √ √ √ √   
58 United Plantations Berhad        √ 
59 Yinson Holdings Berhad √       
60 YTL Corporation Berhad √ √ √     
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Table 1 depicts that 60 of the top 100 companies are MNCs after excluding the financial sector because of the 
difference in rules and regulation. Out of the 60 MNCs, 56 have subsidiaries in tax havens countries. Profit shifting 
or tax evasion is likely to happen among multinational companies with tax haven subsidiaries because they allow 
profit shifting to tax haven more effectively as compared to other companies (Janský & Prats, 2013). Often, 
company’s main reason for having tax-haven subsidiaries is to avoid taxes on profits by shifting it to tax-haven 
subsidiaries at artificially low prices or by importing from tax-haven subsidiaries at artificially high prices, which 
hidden the actual profit with intention of tax avoidance (Brock & Pogge, 2014). Tax havens are used to execute 
transfer pricing and other complex financial structures that facilitate tax evasion since high secrecy policy is being 
practiced by the countries (Brock & Pogge, 2014).  
Although having subsidiaries in tax haven countries does not implicate money laundering activities, it is 
nevertheless an important indicator of possible trade based mispricing or transfer pricing manipulation. Further 
investigation must be conducted by the authorities such as the Royal Malaysian Custom (RMC), Inland Revenue 
Board Malaysia (IRBM) and Royal Malaysian Police (RMP). These findings will become an eye opener as it 
provides additional information to the authorities in detecting money laundering act in Malaysia.  
The following table, Table 2 summarises the findings on the basis of mean values obtained on companies’ 
profit and tax paid.   
  Table 2. Mean Values for Companies’ Profit and Tax paid 
 MNCs with tax haven link MNCs without tax haven link  
Difference 
(%) 
Indicator No of 
observation 
(N) 
Mean Score No of 
observation 
(N) 
Mean Score 
Profits reported 
(RM ‘000) 
56 786,003 4 1,285,441 38.85 
Taxes paid per 100 units 
of profit (%) 
56 24.11 4 31.48 23.41 
Cash taxes paid per 100 
units of profit (%) 
56 30.85 4 35.01 11.88 
 
Referring to Table 2, the results show that MNCs with tax haven subsidiaries report less profit (39%) and paid 
less taxes (23%) compared to MNCs without tax haven subsidiaries. Findings is consistent with Janský & Prats 
(2013), largely driven by observation of MNCs operate in India. This indicates that MNCs with tax haven 
subsidiaries have more intensive profit shifting strategy compared to MNCs without tax haven subsidiaries. This 
activity is happening because of existence of opportunity for MNCs to do so due to loopholes in international tax 
regulation.  
Furthermore, companies prefer to set up subsidiaries in tax haven countries since they offer may advantages; 1) 
they offer nil or low tax rates producing important incentive for companies to shift income from high-tax 
jurisdictions and 2) they offer secrecy provisions (i.e. banking secrecy, lack of exchange of tax information with 
other jurisdictions, disguise of beneficial ownership, etc) which enable tax evasion and avoidance practices (Janský 
& Prats, 2013). As a result, taxpayers are remaining hidden from tax authorities elsewhere. 
Both elements increase the capacity of tax havens to attract foreign capital by providing mobility on profit 
shifting as a result of globalisation and loopholes in the regulations (Phillips et al., 2014). However, secrecy 
jurisdictions should not be seen as just geographical locations. Because of their connectedness to major international 
financial centres, tax havens need to be understood as a fundamental element of a broader system and industry that 
supports tax evasion and avoidance (Janský & Prats, 2013). 
 
5. Conclusion 
 
As of 2013, 362 of 500 Fortune companies are found to stash their cash in the tax haven countries through profit 
shifting in their subsidiaries located in the tax haven countries, resulting to owing huge number of taxes to the 
United States federal taxes (Phillips et al., 2014). Having subsidiaries located in the tax haven countries is found to 
be one of the red flags of trade based money laundering (Henn, 2013; Henry, 2012). MNCs with tax haven 
subsidiaries have higher tendency to shift profits to their subsidiaries, which results to lower taxes. Therefore, this 
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study looks into multinational companies, tax haven subsidiaries and companies’ tax characteristics. Based on 60 
MNCs listed on the top 100 companies listed in Bursa Malaysia, 56 companies have subsidiaries in tax haven 
countries. Analysis shows that companies with tax haven subsidiaries reported less profits and paid less taxes per 
100 unit of profit than multinational companies without tax haven links. The findings confirm the notion that MNCs 
with tax haven subsidiaries engage in profit shifting more extensively than multinational companies without tax 
haven links. 
With such tax-haven subsidiaries in place, a multinational companies tend to avoid taxes on profits by exporting 
to tax-haven subsidiaries at artificially low prices or by importing from tax-haven subsidiaries at artificially high 
prices, which hidden the actual profit with intention of tax avoidance (Brock & Pogge, 2014). Tax havens are used 
to execute transfer pricing and other complex financial structures that facilitate tax evasion since high secrecy policy 
is being practiced by the countries (Brock & Pogge, 2014).  
Therefore, companies with subsidiaries in tax haven countries have higher tendency of committing trade based 
money laundering or tax avoidance since they have more channels for profit shifting. However, this indication alone 
is insufficient. Hence, future researcher should extend this study and look into the business stragety and type of 
operation run by respective companies and their subsidiaries together with their notes to the account on related party 
transactions.   
However, this small study is just a snapshot to highlight possible indicators of profit shifting. This study is just at 
the preliminary stage in identifying possible trade based money laundering activities. This paper only discuss on the 
concept of trade mispricing and how the method is used to evade tax in the pretext of tax planning. It may be seen as 
strategic tax planning since there is loopholes identified in the regulation. Therefore, there is a necessity for the 
authorities to address this issue and extend the law by including this activities as an offence. By doing so, companies 
will be aware and more taxes will be discovered from these multinational companies. Hence, this findings will 
become an eye opener to the authorities or academics in determining money laundering activities in Malaysia. 
Proactive actions should be taken in mitigating this issue so that higher revenue can be generated in the future. 
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